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Inequality and Poverty %

= “The rich get richer and the poor get poorer” points to the widening income
gap between the rich and poor and calls for better understanding of the

causes of relative inequality and poverty, and to construct suitable policies
to reduce poverty and narrow the income gap
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= Economic policies targeting inequality and poverty include both horizontal
and vertical equity criteria
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= Horizontal equity covers individuals in the same financial circumstances
with regard to tax obligations and entitlements to benefits
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Inequality and Poverty %

= Vertical equity implies that individuals in different financial circumstances and
abilities and face different rates of taxation
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= Unemployment and poverty are the two major challenges confronting the global

economy today; and persisting unemployment leads to financial crises followed
by erosion of the purchasing capacity of any country
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= The UN (http:www.un.org/pubs) defines poverty "as the total absence of
opportunities, accompanied by high levels of undernourishment, hunger,

illiteracy, lack of education, physical and mental ailments, emotional and social
instability, unhappiness, sorrow and hopelessness for the future.”
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Inequality and Poverty %

= “Poverty 1s also characterized by a chronic shortage of economic, social and
political participation, relegating individuals to exclusion as social beings,
preventing access to the benefits of economic and social development and
thereby limiting their cultural development.*
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= Therefore, poverty is a multidimensional problem that goes beyond
economics and its solutions cannot be based exclusively on economic
policies, but require a comprehensive set of well-coordinated measures
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= Ames et al, 2001



Macroeconomic Policy and %
Reduction of Poverty

A fundamental shift in macroeconomic policy thinking has been taking place
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New direction in policy implementation that promotes growth and reduces
poverty in developing countries
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This policy framework is applied to post-conflict and resource-rich countries
20 sally Liadl g £ pall G da Al clalal) o ok cbabpnad] Y 132

Fiscal policy would focus on revenue mobilization, scaling-up public
investment, and preventing over-heating
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Monetary policies would revive the financial sector, prevent inflationary
pressures and stimulate private sector Investment
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Macroeconomic Policy and %
Reduction of Poverty

= Exchange rates follow a gradual and slow depreciation policy to achieve
and maintain international competitiveness
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= These policies should not be considered in isolation from each other, but in
coordination
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= After several decades of narrow focus on controlling inflation and reducing
fiscal deficits macroeconomic policy has evolved with increasing focus on
growth and development
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Coherent Macroeconomic Policy Making %

= Observations of the Chief Economists of World Bank and IMF;
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1. Inthe age-old discussion of the relative roles of markets and the state, the
pendulum has swung toward the state”
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2. Macroeconomic policy has many targets and many instruments, and
monetary policy should reach beyond inflation stability”
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3. New Structural Economics which emphasizes industrial development as
the way out of poverty
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Orthodox and Heterodox Macroeconomics %

= Thinking about macroeconomic policy is shifting from orthodox to heterodox
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= Orthodox means policy derived from the theoretical framework of efficient
markets and quick adjustment to full employment of resources
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= |f such markets exist with automatic tendency to full employment, then
macroeconomic management is not necessary
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Orthodox and Heterodox Macroeconomics %

= |f that full employment outcome is unique, given the parameters of the
economy, then there is no justification for macroeconomic intervention
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= |n this case, monetary and fiscal policies should be neutral, and the exchange
rate should “float” without intervention
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= Heterodox means macroeconomic policy is derived from imperfect market
clearing, the imperfection manifesting itself in several forms: incomplete
clearing, as in labor markets with persistent unemployment
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Orthodox and Heterodox Macroeconomics %

= At the macroeconomic level, inefficient market clearing implies that an
economy does not adjust to full potential output, and these inefficiencies
justify public intervention, to be designed specifically for each country context
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= Among the analytical and practical shortcomings of orthodox macroeconomic
policy was its advocacy of a neutral fiscal and monetary policies
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= Equally problematic is the view that this policy stance was appropriate for all
countries, a drastic mistake to avoid
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Post Conflict Countries %

Instead, we present a set of macroeconomic policies which are likely to
promote growth and reduce poverty. We explore these policies in the specific
circumstances of two groups of developing countries
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The first group includes countries affected by conflict
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According to the World Development Report 1.5 billion people live in areas
affected by conflict or large scale violence
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The report also notes that 96 developing countries have experienced conflict
and violence during the last ten years
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Resource Rich Countries %

= The second group consists of resource-rich countries that export oil and gas
and minerals
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= There are about 3.5 billion people living in the 56 resource-rich developing
countries, where more than half of exports proceeds come from the natural
resource sector
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= |n 29 of them, hydrocarbons export proceeds constitute 59 % of total exports
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Policy Coordination %

According to the IMF, exports of minerals in 27 countries constitute 57% of
export proceeds
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= How can macroeconomic policy be adjusted to meet the needs of these
countries

Olalal) oda cilalial) 4 bt A SLat®y) cilabaw Jadnt (e S
= The need for policy coordination to best achieve the objectives of
macroeconomic policy
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= List of policy options for post-conflict and resource-rich nations
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= The need for designing these policies, taking country specificities into
consideration
Ald) Clwa pad e Y) Cran JAY) e cClalad) 038 araa ) dalall



Policy Coordination %‘ |

= At the minimum, governments have four macroeconomic objectives:
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1. Achieving potential growth Jalaal) galll (Gadas

2. Maintaining sustainable internal and external accounts
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3. Controlling inflation to prevent destabilizing the economy
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4. Poverty reduction PPN



Economic Orthodoxy Revisited %

= As indicated earlier, if an economy has an automatic tendency to full
employment, then policy coordination is a trivial matter
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= This is because interventions would be few and infrequent
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= With orthodoxy, the accepted analytical framework for coordination of

macroeconomic policy in open economies is the Mundel-Fleming model
(1962-1963)
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= This model concludes that if a government operates a flexible exchange rate
regime, then fiscal policy is ineffective in influencing the level of output
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Economic Orthodoxy Revisited %

= This means that monetary policy must bear the major burden of
macroeconomic management
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= There would be very little scope for macroeconomic management because the
first priority of monetary policy would be to control inflation
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= However, the Mundel-Fleming model contains an internal contradiction in its
logic, which renders the conclusion invalid
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Monetary Expansion — Small Country Case %

= For instance, a model anchored on a flexible exchange rate regime ignores the
Impact of exchange rate changes on the price level
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= |n the small country case, the logically complete story of a monetary
expansion would be:
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= An increase in the money supply results in a trade deficit and capital outflows,

hence devaluation (depreciation) of the currency, which causes relative
Increase in exports and elimination of the trade deficit
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of imports
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= The price increase lowers the real money supply, which makes the real
devaluation less than the nominal (exports which seemed cheaper after
depreciation are now more expensive)
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= Therefore, monetary policy would not be completely effective because of the
price effect on the real money supply and the real exchange rate
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Monetary Expansion — Small Country Case %

= Hence, the effectiveness of monetary policy in affecting output depends on:
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1. First, the marginal propensity to import, which determines the impact of a
devaluation on the domestic price level
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2. Second, key parameter is the sum of the elasticity of export and elasticity
of import volumes with respect to the real exchange rate
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3. This sum of elasticity determines the required magnitude of the real change
in the exchange rate to equilibrate the current account
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4. The above parameters are extremely important for our analysis
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Case of Resource Rich and %
Post-Conflict Country

= For resource-rich countries, the supply of oil is not exchange rate elastic,
because oil prices are quoted in dollar or Euro, and world demand is price
Inelastic
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= |t is also the case that resource-rich countries can have high imports
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= These two characteristics reduce the usefulness of monetary policy for
macroeconomic management
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= |n the case of post-conflict countries, exports are supply inelastic due to
disruption of markets and destruction of infrastructure
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Case of Resource Rich and %
Post-Conflict Country

= |n sum, economic theory does not produce a rule for the relative effectiveness
of monetary and fiscal policy when the exchange rate is flexible, either in
general or specifically for resource-rich and post-conflict countries
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= |n contrast, there is no disagreement about fiscal policy being relatively more
effective than monetary policy when the exchange rate is fixed
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» The fixed exchange rate assumption is important for post-conflict and

resource-rich countries; they adopt such a regime and actively manage their
currencies, especially oil and gas exporters
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Macroeconomic Instruments in Resource Rich %
and Post-Conflict Country

= Emphasize that the Mundel-Fleming model is inconsistent, then we can
address appropriate principles of policy coordination, where fiscal,
monetary and exchange rate policies are not considered in isolation from
one another but within a policy coordination framework
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= How each of these three macroeconomic instruments can be designed for
growth in resource-rich and post-conflict countries in a coordinated manner?
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Policy Coordination in Resource Rich and Post- %
Conflict Country

= Minimum goal of coordination is to prevent the different policy instruments
from conflicting with one another
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= The Tinbergen principle states that successful outcomes require the number
of policy objectives to be equal to the number of policy instruments
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Arrow, 1958



Example of Bad Policy Coordination %

The objectives require an equal number of instruments, which would be found
among the fiscal, monetary as well as exchange rate management tools
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= Example from a developing country provides a clear example of a
contradictory use of policy instruments in a resource - rich country
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= |n mid-2000s, in an attempt to prevent appreciation of the currency

provoked by rising resource prices, a Central Bank carried out foreign
exchange purchases (sold local currency)
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supply from exceeding limits set by an IMF agreement
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= The intention of the first instrument was to increase the availability of the
domestic currency, while the second had the opposite effect
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= An active macroeconomic policy would have complementary short-term and
medium-term components
b giall g sauall) saall jualic (p DLalS dlia ¢ 9 o i ASY SaBU Adadilil) by

= The short-term component relies on the current fiscal budget, tax instruments as

well as complementary monetary and exchange rate measures for countercyclical
Intervention
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Countercyclical Intervention %

= Countercyclical intervention can be institutionalized as part of normal
macroeconomic policy
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= Countercyclical expenditures that can be implemented effectively depend on
a country’s level of development; the more developed , the more are the
alternatives

Bl (5 s Ao Ading Jlad gad Jo LA (e Al g Ay ) gal) CHldELl) dga gal culiall
SISl cuils o el S cuilS Lalsd ¢ o galil)

Hailu and Weeks, 2009



The Dutch Disease %

= Government can implement a range of cash transfers through unemployment
compensation, pensions and family allowances
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= The medium-term objective is to increase the productive potential of the
economy and “crowd-in” private investment
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= This discussion reminds us of a phenomenon known as ‘Dutch Disease’, a
condition which applies to large financial flows, mainly resource revenues and
foreign aid, but is not always used with precision of definition
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Weeks, 2004



Analytical Pitfalls %

= A formal analysis emerged that was intended to apply to small countries
experiencing a sudden and substantial increase in commodity exports
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= This analysis, however, has major pitfalls: rdgeyt )y Cirud Lald5 4l Jalal) |38

1. First, it depends on a formal version of general equilibrium, full-
employment model, which severely limits its relevance
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2. Second, the concept lost its specificity due to attempts to generalize the
analysis
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Corden and Neary 1982; Van Wijnbergen 1984



Analytical Pitfalls %

= Because of its ambiguities, we do not use the term ‘Dutch Disease’. Instead,
we identify the characteristics of post-conflict, resource-rich countries that
influence the design of macroeconomic policy
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= Both groups have large inflows of foreign exchange that are insensitive to the
real exchange rate
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McKinley, 2005



Characteristics of Post-conflict %
Resource-rich Countries

= For resource-rich countries, this is a result of the nature of global markets for
natural resource commodities
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= The large development assistance inflows to post-conflict countries are completely
Insensitive to exchange rates, at least in the medium-term
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= Second, and related to the first, these large inflows of foreign exchange are not
associated ex ante with substantial employment generation
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Characteristics of Post-conflict %
Resource-rich Countries

= This is obvious for development assistance which is not designed to generate
significant employment, and in the case of hydrocarbons and minerals, it is
due to the low employment-intensity of production (low labor multiplier)
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= The comparative experiences of Algeria and Morocco will further explain
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= The Algerian economy is oil-driven. Morocco is not resource dependent and
has a vibrant manufacturing sector, mainly textiles and garments
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In Algeria, female employment in the non-agricultural sector is only about
12%, while in Morocco’s 1s 33%.
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Global Comparisons %

= The comparative experiences of Algeria and Morocco will further explain
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= The Algerian economy is oil-driven. Morocco is not resource dependent and
has a vibrant manufacturing sector, mainly textiles and garments
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= |n Algeria, female employment in the non-agricultural sector is only about
12%, while in Morocco’s 1s 33%.
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Global Comparisons %

= These disparities have been explained by capital-intensive oil production in
Algeria and labor-intensive manufacturing exports in Morocco
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Gkl B

= Third Characteristic, of interest for policy design, is the relative insensitivity of
public revenue to national income

sl Jaal) Je dalad) ca) ¥ (pa iadl) &) SV axe gd ciluliwd) avanat] daga ANE Aaldl)

= The scope for rapid revenue mobilization (for example, Taxes) is limited,
especially in post-conflict countries

QLDU.«AQAZ\QJ&\ Q‘.ﬁ,\l\gi’nbayai chJJ&A(ﬁA&,ﬁ\Uﬂ‘L}A)@M‘ &\Jbﬁ\;}\:\igﬂd\b}

Ross, 2008



Global Comparisons %

= |n some cases, taxes are limited by large size of the informal economy,
destruction of productive capital, and the reduced capacity to generate public
revenue

ALY Jlal) Gl ) sradi g ram )l S ALY ana Cama Guil pudall palill celal) (any
dalad) cila) ) ad g8 e 3 a8l axe g

= |n resource-rich countries, revenues depend largely on how favorable are
royalties and corporate taxes

S &) o il pudall g ) gy A gi e calal I g5 B a0 sally ARl lalyl) adiad

= |In light of these general observations, what shape would macroeconomic
policy take in post-conflict and resource-rich developing countries?

gl pall 3l glaly & S alandy) cilubaw JS& 92 L cdalad) cillaadlall o3a ¢ gua A
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Macroeconomic Policy for Post-Conflict %
Countries :

= The central challenge for a government of a post-conflict country is
achieving a social consensus for peace

adladl Jal cpa slaial) (381 gil) galad g £ uall slgail g La Al dagSad o I (gaail)

= While macroeconomic policies are not the primary mechanism to achieve
social peace, their fundamental goal should be to contribute to that end, not
to make it more difficult

O Ay e oS laia) adlad) (el A ) AW A o ASH L) clalaw o) O
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= First, and most fundamental, is that macroeconomic policy should avoid
adding the pain of austerity measures to the legacy of conflict. The struggle
over limited resources is a common cause of or contributing element to
conflict

xS oe ) alY) ddeliae Cuiati g ASH Sy clabaw 0 g8 Araal ¥ g ¢ J6Y)
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Macroeconomic Policy for Growth and Poverty = A
Reduction )

= Fiscal austerity plus tight monetary stance can exacerbate social tensions that
cause or rekindle conflict and violence

il e Latial) il 5 gil) aBLES ) Baadiial) Ayahil) (88 ga ) ABLGYL Alal) CAEED oSy

inl) g £ pall sla) gl
= For instance, investments in social services explain the relatively peaceful

legacy of Ghana, where a conflict broke out in the northern region in the
1990s

il dua (Ll L ealidd) &) 72 pd Apslaia) ciladdld) A cl jlaia) (Jlal) S o
Giliaadl) A& ddladd) ddhiad) b £ pa

= Substantial government spending on infrastructure and social welfare
schemes contributed to the containment of violence and the restoration of
peace

ciiad) o) gial delaia¥) e ) an bda g ddail) i) Jo sl e gSad) GUAY) aala
aM\ dalaliu g

Snyder and Bhavnani, 2005



Social Welfare Schemes %

= Second, discrimination in the distribution of expenditures should be
avoided

Ll g 130 gy 28 lBdil) a5 68 (A Sl quind Al
= A common form of allocating expenditures (through targeting) is often
socially discriminatory in practice or perceived as such
Lalill e Gall (e S A (Cilagiad) PIA () (amads clliil) JISE) ¢ laild M
S gl gl Lelaial jaadl) ddaal)

= |f a country has clear ethnic regional inequalities, uneven distribution of
benefits can appear as politically motivated discrimination

e S50 5 Al Al ) i)y iy B 55 g S 56
Ao é‘JJ Cild g aatl)

Snyder and Bhavnani, 2005; Cramer and Weeks, 2002



Objectives of Post-conflict Countries %

= Community leaders can use access to benefits as a way of rewarding friends
and punishing adversaries, which could have harmful impacts on social
cohesion

Ay Jaa ddlaa agadd) g sBaaY) pa dliw g8 clBlEATLY) (o aiaal) Bald J gua g aladia) (Say
=) dadaill e 3 jla U0 Ll oo o oSas (All g
= According to the World Bank, “For every three years a country is affected by
major violence poverty reduction lags behind by 2.7 percentage points.”
Wlia 381 cpe aal) Ciiad) (g 8 08 (pa aly il <l ghe GBI S JilBa™ o1 gal) lidl Bd g
“.2.7 dpudy
= Hence, the most important economic objectives in a post-conflict country

are poverty reduction and maintaining economic growth near potential, while
doing both in a manner perceived as equitable and fair across social groups

salll o Bliad) g 881 e aad) 4 £) pall day le aly A Apalai®y) Calaa] aal o8 (Sl g
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Role of Public Expenditures %

= |n the short-term, a major objective of public expenditure would be to fill the
aggregate demand gap created by the collapse of investment and exports,
both public and private

Gullal) g | e danlil) 3 gl d ga aladl GUEN (e i) gl OB ¢ juall) aal) A
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= This implies employment creation through non-discriminatory public works
and other social assistance program

baclusal) el (3 L i 9 8 Jnaad) & Adlad) JAEY) DA (e Jardl pa jd GIA a1
delaay)

= As economic collapse reduces the capacity to collect government revenues,
support for public expenditure from alternative sources (mainly external) is
essential for recovery

Cra alad) GATYY acd (b ¢ dia gSall Cilal ) aan Ao B a8l galamBY) LY Crae QU LaS
AL Ly g i ) el ranay (Labad A JlA)) Al alas



Collapse of Revenue Capacity in %
Post Conflict Setting

= |n general, fostering recipient ownership is good development cooperation
e gl a ga (Allal) dsla Jyadg cale JS

= The collapse of revenue capacity implies that governments need to exhaust all
feasible sources

Laal) jalaall pran Sdlia) ) zliad cila gSald) o)) Hay i) ) 308 L)

= While maintaining some of these may have negative effects on exports in
normal circumstances, this is unlikely to be the case in a post-conflict context

O o 138 g cdalad) i g AN B e jalal) o Alan HUT L eS8 oda (g o Bliad) a
gl all s La (Bl & QIS LaY) (6% o g all

(Weeks, 2005; and Cramer, Stein and Weeks 2006)



Monetary Policy and Exchange Rate %
Management

= Compared to the major barriers to export growth, disruption of marketing
channels and productive capacity, the tax regime will be a minor element

alail) (Aaalify) 5 a8l g 3y guil] ) 938 pUARS) ¢ i) gall dpeasd ) o) gadly 45 jlia
Ll | i ey il gl

= The fiscal expansion can be accommodated by monetary policy through
bond sales and monetization

S g ol diead) o DA e a8l daaad) S8 (e Alal) a5l Gilaiia ¢Sy

= Due to the large trade deficits that characterize a post-conflict country, active
exchange rate management is imperative

@mﬁ&.&h’l@)@l\ﬂﬁjég c&\)@l\ g La Olals Ay jaald 433\ oSl sl Jael) G
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Currency Depreciation %

= Real devaluation (depreciation) through adjustment of nominal rates can be
used to restore competitiveness

581} Balaiady drand) dlead) jland) Jaad A e 488 Aleal) dad (il aladin) (e g
doudLinl)
= This management is essential because of the large flows of development
assistance, frequently unstable and unpredictable

OSar ¥ g B i 3 (A Al g Alady) Bacluall 5yl clBBatl) §413) (Y 5 g sal 102
Sl (e S A Ly il
= The focus for medium-term macroeconomic policy is essentially public

sector-led growth in anticipation of private sector emergence if it did not exist
or recovery if it existed before

Ll alad) g UGBl 0398 gai okl JS3y g8 ASH Ao dlped o giall saal) o 58 il
S8 Cra 1393 sa S 13) 25 o) canga 0 Al 1) (aldl) pUall) | gedat

Weeks 2009a



Taxes and Revenues %

= Besides the temporary employment creation, public expenditure can lower
private sector costs through the rehabilitation (repair), reconstruction, and
expansion of existing infrastructure

B G galdl) pUll) Gl (aliy (Say aladl (LAY A gal) Jand) g2 A ila g
Alad) danl) A aawgi g JlasY) Bale) g (Z3aYl) Jaalil) sale )

= On the revenue side, improving political stability allows for broadening of the
tax base (especially by reducing evasion)

O :\.«AIAJ) doy pall sasldl) v 9 ram (raliead) ) RGN Gl (il Y il Ao
(Gl e 2l @k

= The growth fostered by short-term policy might allow for diversification of
the revenue regime into direct taxes

5 _pilaall il gl 31.2.\' gé <))y @Jﬁl GAMS:\MQM matl) gaall uiﬁ sadl) 8 28



Role of Remittances %

= Monetary strategy should strengthen banking and financial institutions to
mobilize private resources for investment; two important sources would be:

gl 3 ) ga Aot Jal (e Allall 5 43 paal) cilosgall §3a0 () 4038800 dasd) Sl O (Aol g
1t Aagall jalaal) (pa (LT g ¢ laliudl daldl)

1. Remittances from the diaspora ¢ siall (e <3l gadl)
2. Cash accumulated during political instability
Al aaal) ) REY) ate 58 JNA cuag) 5 A
= Remittances are frequently cited as an untapped source to fund investment
St} Jygall Jiisa € jdiaas @By gall) ) Ly L LIS



Role of Remittances %

= Realizing the developmental potential of remittances requires carefully
designed mechanisms that channel funds into the formal banking system,
without provoking fears of unjustified taxation

Lok ) sa¥) ol 22 ia Agling daanas cilll callaly ey gaill gall) Cilila) (pa Baldiud)
5JJ,\AS\J,3§gﬁb«bﬁ\QAJJM‘SJ@\QJ#WJS\@M\eM\g—J\

= Progressive reduction of the use of foreign currencies in domestic commerce
IS essential to strengthening financial institutions as well as central bank
capacity to implement policy
Jriail g g el Adalall B laal) Jlaa 8 el cdleal) aladiu oo aill Gadadl)
Al LAT (g 38 pall i) 308 e Dadad Allal) ciloss 3al

= A characteristic of post-conflict countries is a large trade gap that implies
reliance on official development assistance to an unsustainable extent

A e Ly Al B sl g il Saad) A £ mall Cre A A Glald) e 8 jraa 4l
Abaldi) Sar W da ) dran ) dilady) Bas Luwall



Export-Driven Growth %

= Therefore, it is essential that post-conflict recovery be export-driven as a
step towards sustained growth

5 Aol B shds paail) o Laild ) pal) slgil) 2y (AIN) 05 O g gl (b M
e\w\ galll
= |n addition to other policies, export-driven growth requires conscious
management of the exchange rate to foster external competitiveness

il el e ds) 81 qullay gadl) < jabuall 0 585 ¢ 5 A Cilulim ) A3
doa AT Al 5 a8t

= The design of macroeconomic policy for resource-rich countries would seem
a simple task and policy goals should be quite obvious—strong growth,
economic diversification, and poverty reduction
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fmm®  Macroeconomic Policy for Resource-Rich W&
Country
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= |n general, these countries are not constrained by the availability of hard
currency and they do not face budget constraints

4l Jall A 1398 An) g1 Y g Aall Adand) 31 g3 adey ald) o2 Al a3 Y cale JSEy

= But appearances are misleading and many resource-rich countries have
failed to achieve growth, diversification and poverty reduction, compared
with countries without natural resource endowments

AAJU@}EUJAJS\&M&M&AJUAQM\ O Cpe Laedl g ddlas jaUaal) ot
dgpadal) 3 ) gally aai Y AN Jgally 45 la ¢ j34Y) (e
= The combination of obvious goals and relative lack of constraints would
seem to be a recipe for success!!
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Dutch Disease Revisited %

= The Dutch Disease, mentioned above, is one of these stories, and in recent
years, factors such as corruption and conflict shed more light on the reasons for
such failure

Jia Jal g B _pdAY) il gled) DA g camall) 038 (pa duad JSdy ode ) sSAall ¢ g ail sl 2 sl g
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= Researchers have argued that resource-rich economies do not experience stable
and sustained growth over time

CBgl) 593 pa alienall g jiiacal) gail) dal i Y 30 gally Al culabaBY) o ¢ ghialid) J sy g

= High rates of poverty and inequality are common

= Resource wealth typically aggravates the onset, intensity and duration of
conflict

1540 Baag Badig Al Bale aBly 3 ) gall 345

Sachs and Warner, 2001; Ross, 2007; Collier and Hoeffler, 2004



Indonesia’s Diversification %

= |ndonesia is an exception to oil-rich economies in terms of diversification;
petroleum became a minor contributor to foreign exchange earnings and the
share of oil and gas in domestic revenues declined from 49 % in 1982 to 23 %
in 2005

(o2 ik Ladliwa sl J g sl a0 oiil) Cua (pa Jalilly 4ad) culaliati®Y) (pa oL A L gl g
1982 ale 2 749 (3 Cudaddl) ddaall cilal ) A Slad) g Jadil) duan g ¢ 20aY) A8 Ciaile
2005 ale 2723 A

= Two major policies contributed to this success:

1. Careful design of agricultural and industrial policies to support growth in
agriculture and industry (mainly manufacturing of textiles and footwear)
through subsidies and tax incentives

Lulul) slually o130 guelall) b gaill acdl deliall g due ) 31 clulsad) asaal B )3al)
Al pual) 38 gad) g cililey) DA Cra (GdaY) g il padal) aniial

2. Later, careful transitions from import substitution to export-led growth
il palial) 03 985 ) gaill ) <l gl gl SMa) cpal WENLE JAat) AUl Ja) pall B



Developing Countries Experience %

= The failure to realize the development promise of natural resource
endowments is the result of inappropriate macroeconomic policy

@Mﬁ%ﬁ%dﬂ\&b«w@@w\ JJ‘ﬂ‘ﬂQJ‘SA\&M&M‘

= Resource-rich countries experience frequent periods of hard currency inflows
and price increases, which often result in sudden appreciations of their
currency, unless the public authorities intervene to prevent it

LIS Al lad) gL ) g Amall Adand) BB fha B el 438 A g 3 ) gally Aial) lalyl)
dalat) cilalod) Lgaia al e clgilant alial) palil) ) a5 L

= The appreciation undermines the profitability of all other tradable goods,
which results in a decline of manufacturing and agriculture

Ao 3l g aiaill (AlEAS) ) o275 Laa (Ad glaial) ALARY aled) daly e (i g8y Alaal) s

= Public authorities need to intervene to prevent the market distortions created
by the resource boom
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Short Term Macroeconomic Policy Measures %

= The major tasks of macroeconomic policy in the short-term are preventive:
dild R omall) gadl) o ASY) Aty dlaall Ay ) algall

1. Preventing excessive overheating of the economy;
¢alati®y) o dal) adulall) pla
2. Preventing appreciation of the exchange rate;
iyl P ) pa

3. Preventing relative price changes in the short-term which influences a
decline in tradable sectors in the medium term

ALY cleladl) A (alidl) o s las jaall) saad) B ) 8 dadl) ¢ i) ada
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Fiscal Policy Experiments %

= Fiscal policy should be carried out with a discipline that prevents excessive
Increases in aggregate demand and accumulates a reserve of revenue to tap
into when export prices fall

i gJSS\ allal) gﬁ &JAAM 34l ) ke 4535\ bluaily :\,.\SLJ\ L.ul,,wd\ é,),\hﬁf«b;) gaaagg
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= There is plenty of experience in this area; for example Timor Leste followed
the Norwegian model and set up a Petroleum Fund in 2005, which was
expected to reach $8 billion by 2012

9N Z 3 gadll ) Q\Jwﬂgddu\dﬁu&s (Jlaall 138 83 pdd) (e i) Slia
Jotas N g3 @i lle 8 () dhas ¢ aBsiall (e (S (511 <2005 als b badill (§ gaia sliil
2012 ale

Gomes and Hailu, 2009



Oil Reserve Fund %

* In Angola, revenues generated by oil prices higher than the “reference level
were saved and deposited in an oil reserve fund

Gdiua A Ce gl g (e s ghn (568 Lakalll) Jla] (o ALl cula) ) Bda a3 Y gad) B
Liill aliis|

= While saving a portion of revenues might make sense, excessively diverting
resources away from critical investments is not developmental, especially in
developing countries where public investments are crucial for restoring
needed services

O Iy 3 ) gall Jagad B Tl BY) (o) dra Al 98y 8 Cailall (e e b gt Ll
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= On the revenue side, income from the resource sector needs to be maximized
oS8 ) plag 3 ) gal) pUad (ha JAAN cclal ) iy e



MNCs Contracts %

= However, there are many challenges. Multinational companies often
negotiate “lock-in contracts” with low royalty and tax rates

JE" hal¥) e B8 B (gl Cilaadad) adatia il HAl) | cilaatl) (pe yuaed) SUia (1) aag
Gl pudal) ¥ ana b G A pa Maghal) B
= These contracts are meant to deal with the so-called “time-inconsistency

problem”: the notion that there 1s uncertainty as to whether agreements are
honored or reversed in the future

dpilly (il ade Gllin 4] 5 AN " gl) Gl ate ASEa™ pa Jalaill ) 3 g8l o0 chagdg
Jeltianall & LB o) SaY
= |n Peru, companies have been able to negotiate fixed tax rates for up to 10
years
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MNCs Contracts

Bz JUia) adf ud g Lasal § ks

= |n Chile, the state-owned company holds a 39 percent stake in the mining sector.
The company pays a 29 percent tax rate

Ay pa Jara A8 Hal) adxi g, cpail) pUad B ddally 39 duas cllad A gall AS glaal) A4S pal) (Lol 8
/29 (s g

= By contrast, the Zambian government holds a nominal 10 percent stake in Anglo
American with no dividends received up to 2007

als aa (S5 pa) slad) el B ddal) A 10 das dllad dal ) dagSall Gld lld (ra gl o
2007 als As Adaaad) 7L Y 3529

= Estimates show that Zambia loses about US$50 million per annum in foregone tax
revenues due to exemptions, concessions, refund claims and provisions

dailial) quil pial) cidile (e b gian (S0 el Y 93 G gale 5O (A sa 3885 Lusa) § O ) ol i) yudi g
I saY1 313 i) alSa¥) g clldaal) 5 ol Jiia¥) g clelie ) casu

Bova. 2009 Fraser and Lunau. 2007



Central Bank Instruments %

= Monetary policy often supports fiscal policy through use of the central bank rate
to restrain credit

st (5 3S sl i) aladiiad DA (e Adlal) dlped) ao s la¥) (e S LB 4 Al
Obaidy) Zlaa

= However, the central bank rate is not always an effective instrument.
Constraining credit growth may result in high commercial bank rates that
negatively influence investment

) s OlaiiY) gal AudS Adlad Al g Ladla caad G IS al) il Baildl) Jara o8 (el X
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= To support a policy of moderately high interest rates, the central bank can

employ the reserve ratio to influence the banks’ capacity to expand credit (acting
on commercial bank balance sheets)

5t Jo LUl aloia¥) duud il gi (o 38 pal) il (Say Liped dadl pal) BNl Aulsw ac
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Exchange Rate Policy %

= The exchange rate policy of managing the currency to prevent appreciation is
straight-forward and with foreign exchange reserves, maintaining a fixed
exchange rate is a relatively easy task

Blial)  al) Al cldaliia) aay A ddas A i) adal Aland) G s s Al
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= There is potential conflict between the central bank constraining credit
growth and entering into foreign exchange purchases to manage the currency
(better to affect banks’ balance sheets to avoid the conflict)

CBland) £ i cilles 8 Jsdall g laii¥) gall (53 yall Clisd) audl Cp Jalaa o jlual Sllia
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Growth and Diversification Objective %

= |n the medium-term, fiscal policy plays the most important role through public
Investment, the major instrument to promote the central policy objective of
growth and diversification of the non-resource tradable sectors

Ay ) 3191 cdalad) cl jLaiiat) DA e adY) 9l coali Adlal) dcdpaad) o giall (saal)
) sall o aainal) il ciloUnlll ay giil) g galll 43S pal) dsadd) Cilan] 3 el
= One of the most frequent and obvious symptoms of a dysfunctional resource-
rich economy is the construction boom
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= |nvestments in trade related transport and technical education to support
agriculture and manufacturing are the better options for alternative public
investments that foster tradable goods production

b Al ail) dsliall g de ), 300 acal ELY) andacl) g 5 jlailly Alatial) 1 Jlaa A i laiiad)
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introducing direct taxes
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= Reducing excessive inequality creates a virtuous cycle of increases in
household incomes and enlarges the domestic market by raising consumption
and stimulating labor demand, which increases income and public revenue

Cro Aalaal) (8 gad) wga g pul) JA3 A 3005 (e Basan ABla 318 1 jial) B) glucal) ade (e 2all
Sl g JAA 8 Bal La e Al cddalad) Al o ullal) adal o eDgaa) Bal ) DA
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= Monetary policy needs to focus on facilitating private investment to diversify
Into non-resource tradables and support exchange rate management

| 2 A gall 2 siil Laldd) Laid) a8l ) dalay dgadst) Al
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Hailu and Soares, 2009



Chile’s Economic Diversification %

= Chile has been successful in economic diversification strategy; mining makes
up about 66% of exports but only employs less than 1% of the labor force

Gl bl (ya 766 335 Jhiag (a5 duaBY) o 5530 ol final b Al Ludks il g
ALalad) (5 981 e 71 pa B 1ok Jany

» The strategy consisted of policy incentives to the private sector designed to
promote wine-making, fruit-culture and salmon farming
AS) 98l g At} adua dles Jujad ) dal 1) aldd) pURRY 381 gad) ciluabaw daad) i)
Ol A 3 g (ABLERY) g

= These included credit and subsidies for these sectors as well as support for
R&D spending

skl g Gl Jo G ac Al 4l GlIiS g cleUall) o3l cilile) g g @

Hailu, 2011; Havro and Santiso, 2008



Chile’s Economic Diversification %

= A free floating exchange rate regime is not likely to work in protecting the
non-resource tradable sectors. The policy need is to focus on maintaining a
constant real exchange rate to diversify into other non-resource exports

A5 Badina yad) cleall) Alaa Jlaa A Jary O e sal) € (e adlad) sl jr allas
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= The recent international food price increases indicate that global demand for
agricultural produce presents new export opportunities
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Uzbekistan’s Policy Lesson %

= Uzbekistan’s experience provides another appropriate policy lesson. The
country experienced shocks due to declines in the price of its major exports,

mainly energy
(ot QAUATY) G Ciladall S gl Aaidlal) cilabaad) B AT Lad 2385 iy j o) 4y s
iy Sy ABUal) 5 i ) gl ol el

* The policy makers responded by diversifying the country’s exports. Between
the periods 1995-1999 and 2003-2006, non-oil exports increased by 12 %.
Investments in domestic agriculture led to a decrease in the share of food in

total imports from 22 %p to 9%

«2006-2003 5 1999-1995 <) 28 (p , Blal) & jalia 53 PIA (e Sllpad) adlia 3
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McKinley, 2008b



Country-Specificities and Limitations in %
Implementation

= The feasibility and success of macroeconomic policy will depend on
specific policy designs adapted to each country’s unique characteristic

G g€l g Badaal) dlsdd) asaliai o adind S SLaBY) dubaw glad g 5 93
48 53 (e b8 aly S ailad
= This caveat applies to countries that may have many features in common.

For example, Liberia and Sierra Leone are both post-conflict, least-
developed countries exporting similar products

L (Jlall S Ao A8 jidia fa B S Clana Lgd (980 28 A Joall o gadady pdadl) )iy
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= However, a fiscal expansion of the type that was successful in Sierra Leone
Is unlikely to be feasible in Liberia because of the high degree of
dollarization of the Liberian economy

Q98 O ga sl s O Gl pe B Ll S 1) £ il (e Alal) pgil) (1B D aag
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= Weeks, 2011



Country-Specificities and Limitations in %
Implementation

= Similarly, Nigeria and Cameroon are both petroleum exporters, but the
former can exercise an independent monetary policy while the latter cannot

Aol A Jlaa AdSaly (Golaad) (819 il jhema o) pa 2 A0 (G g malsll g L and (Slallyg
OSas ¥ AY o cpa (8 Alie dai
= The constraint arises because of currency arrangements. In the less flexible

form Cameroon, adopted the currency of another country (common currency
agreement, such as the Euro zone in West Africa)
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= The more flexible form of this constraint is a fixed link to another currency,
such as the arrangement between Lesotho and South Africa
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Currency Arrangements %

= The practical result of such currency arrangements is that the major monetary
and exchange rate tools are not available and all that remains of monetary
policy is a limited scope to issue bonds and conduct financial sector oversight

La 0S5 8 5%a i < mall jmwg S8 i 1 <l 9oV o)) oA dlaad) culusd i doland) dayiil)
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= Fiscal policy is also limited, restricted to allocation of expenditure and
adjustment of tax coverage and rates

Aadadill) ¥ ara g il pudal) Jaaal 9 8L Gasadd Ul Cpad ¢ B_alifa Lia) Audlall Aol

= Even without a formal deficit rule, financing expenditures is difficult with a
common currency because of restrictions on issuing bonds. The
macroeconomic guidelines developed do not fully apply to countries
constrained by currency agreements

3 9381 Cuae Agalal) Alant) aa e g CHlBAM (gl ¢ i) Jaad) i B 93 (S
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Concluding Remarks %

= Recommendations for the design of macroeconomic policy for resource-rich
and conflict-affected countries. These countries have special characteristics

Jodll oda cile) pually 3 il g 3 ) gally Aiad) Glalill S SaiBY) Ciladyw asaail Cilua g
dald &) e gl

= The feasibility and success of macroeconomic policy will depend on a policy
design adapted to their specific needs and challenges
daldl) cilalsay e s g Slabanad) avana’ e adiad S By dlow ST RTRLY)
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Macroeconomic Policy and Management %

= Macroeconomic policy involved the management of priorities and trade-offs,
in which policy instruments were used to seek an outcome chosen by
national governments

) 93] addind LS Al el g il gl Y1 313 Ao g AST) SlatdY) clalw )
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= This pragmatic approach was abandoned and policy tools decommissioned
by a shift to an ideological belief in the self-correcting nature of markets
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Macroeconomic Policy and Management %

= With the shock of the recent global recession, fundamental rethinking is
taking place in macroeconomic debates

ASY LarBy) clidlia B g Aaalul) il Bale) « pdY) alladl 368 data pa

= Those who support a rational and pragmatic approach to economic policy
must celebrate the demise of the orthodoxy of balanced budgets, deflationary
monetary policy and non-interventionist currency regimes
Cra BAdal) 31 g5 JUia) Agalai®y) Al s 9 AN el G gasdy Sl g) ) aa
Alaad) alaly JAXI) ade g Aalil) g ApdlaSiY) Aualil) dadpad) g AS ) giadl L) jaal)
= A heterodox framework has a better chance of promoting growth and
reducing poverty:
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Coordinated Approach %

= Fiscal policy focused on mobilizing domestic revenue, scaling-up public
Investment and preventing over-heating

541130 850 ) aa g alad) Lafie) (§Uai psen s cllaal) cilal o) At e S5 Alal) Al

= Monetary policies to revitalize the financial sector, avert inflationary hikes
and stimulate private sector investment
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= Exchange rate policies would focus on maintaining international
competitiveness
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= For best results, policy coordination is necessary
Cilabaed) Gl 5 59l (pa gElill) Juad) Jo J guanll



Coordination to Include FDI Policies %

= Foreign direct investment has been recognized as an important resource for
economic development. Many people argue that the flows of FDI could fill
the gap between desired investment and domestically mobilized saving

Gl e S ApalatiBY) Aaiill aly 39008 pailial) da¥) LAY o G oY) a3 a8 g
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Role of FDI %

= FDI can have positive effects on poverty reduction through three ways:
r@ob N DA e B8N (e aad) e dglag) JET A 098 O pdilaal) (i) laiia (Say

1. Labor intensive export engine i) (EiSal) Jandl & e
2. Technological innovation and knowledge spillover from FDI-based firms
ClS i) Ao adldl) pdlead) ial) L) (e 48 jaal) JLESH g A gl gl LSy

3. Poverty alleviation government programs financed by tax revenues collected
from FDI-based firms

Y] L) (e Alasall Ly plal) cilal Y da gSad) cra o galy 88N Bl g (pe CiidAS) al
S pll) Jo Allal jlial)

(Tulus Tambunan, 2003; Todaro and Smith, 2003; Hayami, 2001)



Roles of FDI in Economic Transformation for -y :
Poverty Reduction )

= Both the host economy and MNEs benefit from each other
oardl) Lpany ¢pa BalEY) Ciluial) Badnial) il gall g ciudaal) SLa®y) (ya IS

= For host economies to benefit most from FDIs, there are some minimum
conditions that must exist in these countries.
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= The conditions include but are not limited to proper policy environment in
general and FDI policy in particular

) o) A g ale JS Adulial) cilubsad) Ay Jo il ¥ 081 g Jadii Ja g )
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Ngowi, 2012



FDI and Economic Development in Africa %

= There is neither a strong evidence that FDI has had a great impact on poverty
reduction in Africa nor a strong linkage between FDI and economic growth

2 A8l e aal) o s Gl A S bl dal) laliad) of e 4y 68 Ada) i cud
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= But there is such evidence in the experience of the economies of Southeast
Asia, particularly Singapore and South Korea

LisS e 3 o8l Aald g bl (338 cugia cilaliaid) 4y a3 b Jall) 134 e o) Al ol g
A sial)
= To promote economic growth and poverty reduction, there are some possible
policies which the government can follow:

da gSall Sy Al Alainal) lualpad) (lany IR g ¢ A1 (o dad) g (s 3laiBY) gail) el
1 L)
Source: Ibi Ajayi, 2006



Impact of FDI on Poverty Reduction in Vietnam %

= First, the positive impact of FDI and employment on poverty reduction,
especially in the provinces, reflects the fact that labor-intensive industries
can contribute to poverty reduction. Moreover, Vietnam has a competitive
advantage in labor-intensive production

cczblad) B dald g ¢ il (e aad) o Jandl g pdlaal) el leiiadd ) Y Yl
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= Thus, the government should encourage more FDI inflows in labor-
intensive industries

Alen) 43US cilelia A jaluall i) Ldiuy) clBdy anudd 4agSall Jo oy o Jlilly g

Tran Trong Hung



FDI Policies %

= The policies should include giving tax incentive, training courses for people
especially at the province level where people are not highly educated.

(st OAAE dunilly Al g A j05 <l 93 slae ) (Al pua 381 gadiluaadd) Jadii O Ay
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= Thus it will be hazardous to draw a policy based on the improvement of
human capital to promote the inflows of FDI. But, the government should
have a policy to support the improvement of human capital because it can

enhance the country’s competitiveness especially in global economic
integration
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FDI Policies %

= Second, parts of the revenues from FDI, which are collected through tax
revenue, rental fees, export and import activities should be used to promote
further economic activities, safety nets as well as investment in infrastructure
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= These are believed to have significant and positive effects on the reduction of
poverty. Furthermore, with the participation of foreign companies in social
welfare, this could reduce the burden of the government budget to build the
safety nets as well as improve other social welfare

&o i) o B gdle g ALY (e aall ity el @B gt G sSam LedS <l Jial) oda (o diiay g
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FDI Policies %

= Furthermore, government spending has a large impact on poverty. Although
we do not analyze here the effects of government spending on poverty
alleviation programs alone, the positive effects of government spending, as a

whole are significant
B Bl 138 A s Y WS e al N o 88 o g 0l A e gSal) (GUASY) (S

GUBU Anlaay) JEY) L) el coaa g 8RN Baa (pa CaEATY mal g Ao e gSall LAY
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= Because we could not analyze the efficiency of government spending , it is
difficult to draw a timeline as well as specific goals. To enhance the effects,
the government should spend more on poverty alleviation programs,
infrastructure, and other activities that generate new job opportunities

SV Gaand Gilaal gl e Jgda 3ad qaall (e (e gSadl G SIS Jad (Say ol LY
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Determinants of Investment in Agriculture %

= Analysis of the impact of foreign direct investment on agricultural
productivity and poverty reduction in Tanzania suggests the existence of a
positive impact on efficiency and productivity of smallholders

15350 n 30 L3 B A (pn sl g A 0 Al e il pia¥) il i (s
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= Apart from general determinants such as macroeconomic stability, efficient
Institutions, political stability and a good regulatory framework, the
smallholder institutional setup has positive impact on FDI flows into the
sector. It has been observed that crops whose smallholders are well organized
attracted more FDI

Gl gall g ¢ AT LB ) i) Jia dalad) cidaaall oo il (ary 43) Al all ciaa g
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Determinants of Investment in Agriculture %

= An important implication of the result is that FDI in agriculture is not solely
driven by policies and incentives to foreign investment ; the institutional
setup of smallholder farmers can play an important role in promoting
Investments in that sector

¢ hadh daali o) )3 pUall) B dliall il laiiud) als Y o A dauiill g (e dald dpi
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= |n the short and medium term, efforts to foster integration and creation of
strong bonds between smallholders and investors through integrated
production schemes can increase FDI to the sector and thus increase
productivity
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Investment Regulatory Framework %

= Other determinants such as investment regulatory frameworks, policies that
promote macroeconomic economic stability, and improved physical
infrastructure, all have a role to play in the short- and long- run

e haaiBY) ) RN 3 5a0 AN Cludad] g ¢ laliadl dadaitl) JhaY) Jia 5 AY) Jal gl (e
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= The challenge that remains is how to set up these institutions (integrated
production schemes) in other crop sub-sectors which might have different
processing requirements
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= Further empirical studies in this area are recommended for a better

understanding of the mechanism through which FDI addresses the
productivity of smallholders and its impact on poverty reduction
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Supportive Social and Industrial policies %

= The IMF emphasizes that macroeconomic stability is essential for high and

sustainable rates of growth; and stability should be a key component for any
poverty reduction strategy

(e ddlle CN e Al (5 )9 il (ASY ALy ) i Ol A (sl il g gala
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= Although macroeconomic stability is important for economic growth, it does
not ensure high rates of growth, which usually depends on key structural
measures and changes such as regulatory reform, privatization, civil service
reform, improved governance, trade liberalization, banking sector reform,
and supportive social and industrial policies such as health and education
O Al c¥ e Gaday Y A ¢ gaLatBY) gaill aga ASH LYY ) Sl o)) (e a8 1 e
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Ames et al, 2001



Macroeconomic Policy %

= Moreover, growth alone is not sufficient for poverty reduction but has to be
supplemented by distributional policies to strengthen the impact on poverty

alleviation
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= Hence, policies that improve the distribution of income and assets within a

society, such as land tenure reform, pro-poor public expenditure, and
measures to increase the poor’s access to financial markets and education will

also form essential elements of a country’s poverty reduction strategy
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Gloat) A 1 881 Jguag Bl sl MAK) g cpl Al pllaal alall WY () YD 3 Jla
DAY e aad) L) il Ay o) (A& Dl gualie Liag) Ja3 addait) g Adlal)



Macroeconomic Stability %

= To safeguard macroeconomic stability, the government budget must be
financed in a sustainable and noninflationary manner, including the
country’s poverty reduction strategies

Cra dadl L) cilians) i) I3 L Lay (A gSal) 4) jaa « ASH LByl jiia) Jo Bliall
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= Macroeconomic stability is the cornerstone of any successful effort to
Increase private sector development and economic growth
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Macroeconomic Stability %

Cross-country regressions using a large sample of countries suggest that
growth, investment, and productivity are positively correlated with
macroeconomic stability

Nl 5 pal Lot B 0 1) o L) (o § S AL iRl ) jaady) LY e
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= Although it is difficult to prove the direction of causation, these results
confirm that macroeconomic instability has generally been associated with
poor growth performance
LB ) Sl ade ol S0 zaliil) o3 (Apsand) ABMal) olad) L) Canal) (pa A (ra af ) o
sail) Cinaay Ung ya (S dale dduay )

Easterly and Kraay, 1999



Macroeconomic Stability %

= Without macroeconomic stability, domestic and foreign investors will stay away
and resources will be diverted elsewhere
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= Econometric evidence of investment behavior indicates that private investment is
significantly and negatively influenced by uncertainty and macroeconomic

instability, in isolation of the conventional factors affecting investment, such as
past economic growth, real interest rates, and private sector credit
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= Macroeconomic instability can place a heavy burden on the poor
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Protecting the Poor %

= Inflation, for example, is a regressive and arbitrary tax, the burden of which
Is typically borne disproportionately by those in lower income brackets
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= This is because the poor tend to hold most of their financial assets in the

form of cash rather than in interest-bearing assets and they are generally less
capable of protecting their assets from inflation
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Ramey and Ramey, 1995



Social Safety Nets %

= |t is therefore crucial to have social safety nets in place to ensure that poor
households are able to maintain minimum consumption levels and access to
basic social services during periods of crisis
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= Social safety net measures are also necessary to protect the poor from shocks
Imposed on them during periods of economic reform and adjustment
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Social Safety Nets %

= Safety nets include public work programs, limited food subsidies, transfers to
compensate for income loss, social funds, fee waivers, and scholarships for
essential services such as education and health
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= Equally important, the resources allocated to social safety nets should be
protected during economic crises and/or adjustment, when fiscal tightening
may be necessary
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Budgeting for Poverty %

= Governments should have budgetary guidelines approved by their
legislatures that prioritize and protect poverty-related programs during
periods of crisis and provide a clear course of action that ensures access of
the poor to basic social services during periods of austerity
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